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Introduction

Welcome to a notebook on board development developed especially for rural health
networks. This notebook reflects the experience of the Health Policy Center at Georgia
State University and the Fanning Institute for Leadership at the University of Georgia. We
are proud of our collaborative efforts with rural health networks spread across the country
and thank them for their collective wisdom and experience that can be found in this
notebook. We also need to thank the Georgia Office of Rural Health for funding that
supported, in part, the development of this notebook.

This notebook offers both a group learning opportunity for boards and a self-directed
learning opportunity for individual board members. By reading the sections that follow and
completing the exercises that are included at the end of each chapter, individuals and
groups can learn more about their health network, their boards, and their individual
perspectives on what makes for good board work.

Contributors to this notebook are faculty and staff of the Health Policy Center and the
Fanning Institute for Leadership, including Tina Anderson Smith, Sheila Humberstone,
Althea Rutherford, Claudia Lacson, Lindsey Lonergan, Catherine Liemohn, Eric Martin, John
Jeffreys, Brendan Leahy, Lori Hunter, Dionne Rosser-Mims, Suzanne Smalley, Maritza Soto

Keen and David Mills.

We have also drawn upon other resources that have studied and worked with boards of all
shapes and sizes. Other resources will be found throughout the notebook, but we would like
to thank the folks at BoardSource who have deepened and expanded our thinking about
leadership and boards. Our colleague, Tom Holland, at the Center for Non-Profits at the
University of Georgia, has also shaped our thinking, both in personal conversations and

through his research and writings.
This notebook contains nine chapters:

Chapter One—Board Structure and
Operations: This chapter provides a
historical overview of the beginning of
boards, why they exist and how they are
structured, including operations and
governance.

Chapter Three—Planning: This chapter
concentrates on the alignment of the board’s
purpose and goals and how that alignment
underpins or supports the board’s work. It
includes ways to get clear about purpose
and goals, engage in strategic planning,
identify common values, and align the work
of the board with those values.

Chapter Two—Rural Health Networks and
Boards: This chapter covers the special
purposes and the setting in which rural
health networks operate.

Chapters Four & Five—Taking Inventory:
These two chapters will present information
on how and why to assess strengths and
areas of needed improvement for the board.
Included in taking inventory will be how to
assess how the board matches the needs
and expectations of the community, how well
it reflects the qualities of non-profit
organizations, and the relative strengths and
weaknesses of board members and key
staff.



Chapter Six—Communications and
Relationships: This chapter will focus on
communication-related information for board
effectiveness, issues of trust, and advocacy
among internal to the board and to the
community at large.

Chapter Eight—Resource Development
and Resource Management: This chapter
will present pertinent information to develop,
manage and grow board resources,
including money, people and time.

Chapter Seven—Leadership: This chapter
will explore various leadership components
necessary for effective board programming
and relationships.

Chapter Nine—Meeting Management and
Member Responsibilities: This chapter will
provide information on best meeting
practices and how to get the most from your
meeting. It will also focus on guiding
principles for individual board members,
including officers and the executive director.
It will further explore various responsibilities
and expectations that go with each position.

This is not a book to be read in one sitting or a book to help put you to sleep at night.
Instead, we have attempted to create an interactive resource that we hope you will work with
in small doses, interspersed with conversations with your fellow board members with
reflections about what various sections of this notebook mean for your Board.

There are no grades for this self-directed learning process, but there is a test. One of the
keys to success for health networks that have formed and thrived in difficult situations has
been the quality of its board, both as individuals and as a group. If you seek to understand
the principles and practices in this notebook and put them to work with your board, we think
your network will improve access to health care and improve the health status of your

community.



Chapter One
Board Purpose and Structure

Overview

= The origin of boards

= Responsibilities and functions of a board

= Defining board structure

= Defining board size

= Defining board committees

= Forming a nonprofit organization: A checklist

= Articles of incorporation and bylaws

= Models of governance

= Policies and how they relate to the organization

= Legal considerations for individual board members

The Origin of Boards

To understand how boards function; one needs to understand the history and origin of boards in
general. The first boards were outgrowths of the earliest trading partnerships of the 16th and 17th
centuries in which each investor wanted a vote on major decisions. Boards came to represent
powerful coalitions of private business interests and significant economic engines for the growth of
Europe. These early boards also had a darker side: if those partners really trusted one another,
would they ever have created a board in which dynamics and decision-making would be so
complex?

The historical record is less clear as to the ancestors of nonprofit boards. However, the common
purpose for forming early nonprofit boards appears to have been to gather together benefactors.
The historical irony is that these benefactors were brought together to oversee charitable projects,
often for the same reason that trading partners came together: they wanted some say in the
decisions about how their money was used. Charitable organizations needed benefactors, but they
also needed some distance from the changing interests of a donor.

For the most part, the two “branches” of the board family developed separately up until the middle
of the 20th century. (Helen Astin and Carole Leland, in their book Women of Vision; Women of
Influence, suggest that was, in part, due to the fact that most for-profit boards were almost
exclusively male and most nonprofit boards were predominantly female.) Structure, values,
purpose, operating principles, legal considerations, and a host of other attributes caused the two
types of boards to evolve differently. While those differences remain to this day, changes in
societal and legal views and the membership of both for-profit and nonprofit boards have blurred
some of the distinctions. The benefits from this cross-fertilization are obvious: for example, not-
for-profit boards spend more time with business planning to ensure continued resources for social
needs and for-profit boards include broader social and environmental considerations in their
business planning.
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But the differences remain. For the purposes of this book, the focus is on nonprofit boards. Some
of the concepts, though, are borrowed from knowledge and experience of the for-profit board. The
caution to the reader is to remember that any experience on a for-profit board may be helpful to a
nonprofit board, but only with careful translation. A board member with years of for-profit board
experience may call for greater accountability from a nonprofit board without the skills to translate
the quantitative and short-term “bottom-line” accountability of for-profits into the much less
precise qualitative or long-term accountability of a nonprofit.

Responsibilities and Functions of a Board

The role of the nonprofit board is to plan for the future, hire and manage the lead executive,
approve policies and ensure adequate resources to fulfill the organization’s mission. In order for
boards to function effectively, it is important to reduce the many ambiguities that inevitably
accompany the role of the board by clarifying and distinguishing the responsibilities of the board
as a collective entity and those of individual board members. In the view of the National Center for
Nonprofit Boards:

« The responsibilities of the board and board members are fundamentally the same for all
organizations

« How boards and board members actually fulfill their responsibilities will vary according to,
among, other things, whether the organization is membership-based, whether its budget and
staffing levels are modest or substantial, and whether it is newly formed or has long history of
growth and development.

« No generic model of board size, composition, or organization has proven itself viable in all
circumstances. There is, however, evidence to suggest that there are certain structures,
policies, and practices that consistently work better than others.

« All organizations undergo a metamorphosis over time that calls for periodic review, fine-
tuning, and sometimes major overhaul of their governance structures.

« Boards and board members perform best when they exercise their responsibilities primarily by
asking good and timely questions rather than by “running” programs or implementing their
own policies. Board and staff relationships are what they should be when mutual expectations
are agreed upon and issues and responsibilities clearly defined.

Regardless of the specific purpose or structure of a board, below are ten basic responsibilities that
seem to affect all boards (see Chapter 10 for more information on board member responsibilities).

1. Determine the Organization’s Mission and Purpose
A statement of mission and purpose should articulate the organization’s goals, means, and
primary constituents served. It is the board of directors’ responsibility to create the mission
statement and review it periodically for accuracy and validity. Each individual board
member should fully understand and support it.

2. Select the Executive
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Boards must reach consensus on the chief executive’s job description and undertake a
careful search process to find the most qualified individual for the position.

Support the Executive and Review His or Her Performance

The board should ensure that the chief executive has the moral and professional support he
or she needs to further the goals of the organization. The chief executive, in partnership
with the entire board, should decide upon a periodic evaluation of the chief executive’s
performance.

Ensure Effective Organizational Planning
As stewards of an organization, boards must actively participate with the staff in an overall
planning process and assist in implementing the plan’s goals.

Ensure Adequate Resources

One of the board’s foremost responsibilities is to provide adequate resources for the
organization to fulfill its mission. The board should work in partnership with the chief
executive and development staff, if any, to raise funds from the community.

Manage Resources Effectively

The board, in order to remain accountable to its donors, the public, and to safeguard its tax-
exempt status, must assist in developing the annual budget and ensuring that proper
financial controls are in place.

Determine and Monitor the Organization’s Programs and Services
The board’s role in this area is to determine which programs are the most consistent with
an organization’s mission and to monitor their effectiveness.

Enhance the Organization’s Public Image

An organization’s primary links to the community, including constituents, the public, and
the media, is the board. Clearly articulating the organization’s mission, accomplishments,
and goals to the public, as well as garnering support from important members of the
community, are important elements of a comprehensive public relations strategy. Board
members serve not only as a link between the organization’s staff or volunteers and its
members, constituents, or clients, but also as the organization’s ambassadors, advocates,
and community representatives. An ambitious and effective public relations program
ensures a healthy and accurate public image for the organization. Written annual reports,
timely and informative press releases, and consistent communication initiatives with the

community and government leaders, and timely speeches

by appropriate board members to civic and community R'I;P'

groups are important elements of a comprehensive public Here lies an

awareness strategy. executive director.
She was pecked to

Serve as a Court of Appeal death by her board.

Except in the direst of circumstances, the board must serve

as a court of appeal in personnel matters. Solid personnel

policies, grievance procedures, and a clear delegation to
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the chief executive of hiring and managing employees will reduce the risk of conflict.

10. Assess Its Own Performance and Performance of Organization
By evaluating its performance in fulfilling its responsibilities, the board can recognize its
achievements and reach consensus on which areas need to be improved. Discussing the
results of a self-assessment at a retreat can assist in developing a long-range plan. The
board’s fundamental role begins with the question of whether current and proposed
programs and service are consistent with the organization’s stated mission and purposes.
Given limited resources and unlimited demands on them, the board must decide among
competing priorities. Financial and programmatic decisions should not be made
independently.

Lifecycles of Boards

Understanding the general history and origin of boards provides only part of the story. All
nonprofit boards also display some similarities in their lifecycles. John Kimberly and Robert
Miles, in their book, The Organizational Life (1980), describe four phases in the lifecycles of
boards.

Entrepreneurial Board. The entrepreneurial phase of the board generally, but not always,
occurs early in the history of the organization. Because of the newness of the board and the
organization, the lack of resources, and the formative stage of the organization is
characterized by a low sense of security, few members on the board, limited cash flow and
resources, and no collective history of performance. The board needs members who are
creative types, fundraisers and “recruiters.”

Systems Board. During the systems phase of the board, the board focuses on larger, more
internal issues such as policies, building capacity, staffing, attracting partners and initial
programming. While there is significant growth and development, the board is typically
more certain about direction and purpose. Growth and successes are celebrated, but often
bring more challenges. As the organization develops and changes, the division between staff
and board grows. The board finds it needs more team-oriented board members with an eye
for the mechanics of organization.

Strategic Board. After a period of growth and successful programs, boards often transition
into a phase in which they find they have to focus on the “big picture” and the long-range
opportunities and threats to the organization. The board finds it important to develop
relations that are more external. The organization and the board are typically in the prime of
organizational life and board performance. Big questions emerge that are often divisive and
rarely easily solved. The board finds it needs more visionaries, conceptual thinkers and
members open to change.

Transformational Board. At various times in the life of a board, the changes in the

environment, in the purpose of the organization, in the resources available, in plateaus in
performance, in missed opportunities, and in interest, the board finds it has to focus on
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“death or re-birth.” At the very time the board has to focus on major changes, board
members experience a sense of low security because of external threats and deflation within.
The board is often filled with competing and vested interest at the very time it needs
members who are risk takers and challengers, but who are committed to the values and
purposes of the organization.

Lifecycles do not always follow the same sequence, and the lifecycle does not always reflect a
clear differentiation among phases. However, six strategies tend to help boards make transitions
from one phase to another. The six include: (1) recasting board roles and tasks; (2) rethinking
board selection process; (3) “recruiting” new staff with new skills (usually hiring without firing);
(4) retraining board and staff; (5) redeveloping or restructuring programs; and (6) encouraging risk
taking.

Defining Board Structure

It is often said that the organization of a nonprofit board must begin with the end result in mind
(Drucker, 1990; Duca, 1996; Robinson, 2001; Weisman ,1998). In addition to doing good work, it
is the very structure of the organization and board that will dictate its successful performance.
Before performance can be measured, planners must think through what they want the desired
results to be and how performance will be defined. For example, if an organization is focused on
cancer, they may have to decide if they will measure success by caring for patients; by producing
research that contributes to disease prevention; or, by educating the community on cancer issues.
While it might be tempting to try and be successful in multiple areas of a cause, the organization of
a nonprofit and its board must focus on available resources and results.

According to a Harvard Business Review study on nonprofits published in 1996 (Taylor, Chait, &
Holland), there are traditional ways of structuring a board, and then there are the “new” ways to
structure a board. The study, based on 12 years of research, stated that most of the nonprofit
organizations examined did not function nearly as effectively as they could. While there were
many reasons cited for the dysfunction, most pointed to problems with the structure of the board
and its resulting process. For example, board members may not have had the specialized
knowledge needed to understand the work of the organization, or because there was little
individual accountability built into the structure, board members were not fully focused on the
board tasks.

Schroeder (in Weisman, 1998) believes that boards must decide if the content of their work should
drive the structure, or if there should be a structure in place before the work of the board begins.
Extending the cancer organization example above, if the board wants content to dictate their
structure, then they would decide if one or all three of the areas above (patient care, research or
education) was their priority and develop their board structure around that. Perhaps they would
create committees relevant to each area. If that same board wanted a structure in place before they
decided on priorities, they may first create an organization that included traditional committees,
such as executive, finance, nominations, public relations and resource development, without
knowing what their goals were.
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The latter example above is a traditional model of board management. For years, nonprofits have
put structures in place of various executives (board chair, secretary and treasurer) and committees
before fully considering the actual work they would engage in. While this model has certainly
been successful, Taylor, Chait and Holland’s (1996) work suggests that another model should be
considered. According to their theory, if the cancer organization decided to let the content of what
they wanted to do be their guide in organizing the work of their board, they would be
implementing a “new work” strategy.

A board concerns itself only with the crucial issues central to the success of the organization.

= The board’s work is driven by results that are connected to specific timelines.

= The work of the board is clearly linked to measures of success.

= The work engages both internal and external constituencies so that high levels of
interest are generated and participants want to be active and supportive.

The study also found that if a board does not organize itself in a way that is focused on work,
results and involving others, that board members can become disillusioned and dissatisfied.
Surveys of boards that were organized traditionally commented that their work could at times feel
trivial and unrelated to the success of the organization as a whole. In addition, they complained
that traditional board meetings were boring and they had little opportunity to really influence
strategic issues and outcomes.

So how does a board that wants to include a focus on assessment go about deciding if it should
organize traditionally or examine the options of the “new work” model? Both models can build
evaluation into their structure. A traditional board will most likely have to sort through all of the
work it is doing in various areas to determine what should be evaluated. In the Taylor, Chait,
Holland model, evaluation is central to the work itself through the focus on crucial issues that are
already linked to timelines and measures of success. In other words, a board that is organized
according to the “new work” model is consistently focused on assessment and results. The entire
structure of the organization is grounded in defining success and linking it to outcomes. A
traditionally structured board, however, is not set up initially to evaluate its work (mainly to do
work and make decisions) and must build in ways to measure the success of each element of its
organization. For example, the board must decide which part of the current work of the executive
or finance committees warrants evaluation. They must also create some parameters by which the
board can define what success looks like, sometimes in the middle of the work itself.

Boards that are already organized in a more traditional manner should not immediately abandon a
structure that is working well to serve their communities/organization. In order to improve
assessment capabilities, some of the essential elements of the “new work” model can be integrated
into traditional structures. The bottom line is that organizing according to a pure “new work”
model or a hybrid will focus the board on the importance of consistently evaluating work. The
ultimate goal is to develop a board structure that is assessing its performance, examining outcomes
and continually learning to improve what it does to serve its constituents better.

Taylor, Chait & Holland (1996) outline the following guidelines for organizing or reorganizing
boards for the “new work:”
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e Find out what matters: Each board member should be responsible for understanding the
critical issues and asking questions. This work should not be left up to the chair, executive
director or executive committee only. The board works together as a team to determine
important issues, what the agenda of the organization should be, and what stakeholders and
other industry experts think. The article gives an example of a board that ranks the most
important challenges facing them each year and then creates their committees to mirror
each priority.

e Get to know stakeholders: To understand what matters takes communication with
constituents. Boards should not insulate themselves from those they are trying to serve.
This includes consulting experts or recruiting them to be part of the board itself. Internal
and external experts can help the board understand changes in client demographics, trends
in public policy and competition. In one example, the authors describe the board members
of a United Way chapter who agreed to interview five community leaders each to learn
what they could do to improve community support for their work.

e Decide what needs to be measured: The authors suggest that the board should identify
10-12 critical indicators of success and track them consistently. The goal is to influence the
indicators in a positive direction. Some boards review the indicators at each meeting and
make sure each member has a copy of them as a constant reminder. For example, one
indicator of success for a board that is trying to improve access to various health care
options may be increased usage of health services by minorities over a 12-month time
period and/or increased satisfaction of the services provided as rated by minority users.

e Organize around what matters: Instead of organizing according to function (for example,
public relations, finance and executive committees), consider organizing according to the
board’s priorities. Therefore, the substance of the work dictates the structure, and the work
groups formed mirror strategy. One group formed four flexible councils that served as
umbrellas for clusters of changeable committees. One advantage of work groups that can
be set up and discarded is that it allows for multiple leadership opportunities and prevents
senior members from dominating certain committees.

Schroeder (1998) who bases his board organization tips on the “new work” model, but also adds
his own spin for those who are already structured traditionally, makes the following suggestions
about organizing the basic structure of a board:

1. Evaluate the current structure every couple of years. Just because it has always been
that way, don’t keep a structure that is ineffective. Tradition should not stand in the
way of productivity and the enjoyment of board members.

2. Evaluate all individual members, including the chair, as part of the board self-
evaluation process. This ensures that the best team is on the board.

3. If the bylaws give the executive committee too much power, they may end up doing the
work of the whole board. Limit their authority so that board members do not feel left
out of the decision-making process and lose interest.
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4. When forming committees, ad hoc groups or advisory bodies, consider creating them
around the work that is essential. Try to limit the number of standing committees.

Overall, there is no tried and true way of organizing the structure of a board of directors. Each
nonprofit has unique characteristics that must be reflected in the way it does its work. The common
element of all effective boards, however, is their ability to build in a system of continuous
assessment. Each board must remain flexible and adaptable enough to change when evaluation
suggests that change is needed. Duca (1996) recommends that to remain flexible in times of
change, boards should consider organizing around the simplest structure possible. In addition, that
structure should attempt to unify members instead of compartmentalize them. To do this, work
should flow in an orderly fashion and roles and responsibilities should be clear to all members.
This includes establishing clear reporting and management procedures. Finally, the structure of
the board should attempt to constantly engage all members in the collective work of the board.
Ultimately, for better or for worse, it is the members who will carry forth the structure that has
been defined. Thus, it is essential to put considerable thought into how that structure can be most
effective and how it can be periodically assessed.

Defining the Size of the Board

In 1994 the National Center for Nonprofit Boards conducted a survey of approximately 5,000
boards across the nation. According to the study, the size of the board was directly related to the
size of its budget. A little less than half of boards surveyed with budgets over $1 million had more
than twenty members. Board sizes across the study ranged from one to five members (1% of the
sample) to 41 members or more (4% of the sample). The average board size was 19 members with
the majority of organizations stating they had between 11 and 25 members. Religious
organizations reported the largest average number of board members (24.27), and health care
organizations reported one of the smallest average numbers (17.16).

While there are legal factors to consider in board size (for example, some states require a certain
number of board members), determining the appropriate number of people is really an art that
balances the effectiveness of a small, nimble group with the diverse, multiple perspectives of a
large group. Bowen (1994) states that the size of a board matters greatly because there appears to
be a strong relationship between the size of a board and how effectively it can function. Board
organizers should reflect conscientiously on why they want a board of a certain size. A large
board, for example, more than 30 members, is usually created to include as many different
constituencies as possible. The reasoning is that there may be better ways of solving community
problems if there are opportunities for interactions among a variety of voices. The broadest range
of perspectives can be represented and decision-making can be more democratic if more people are
involved (Duca, 1998).

The disadvantages of a large board are that it may be difficult at times to work together as a team.
The large number of people could mean that most work must be delegated to committees, and the
actual function of the board is to “rubber stamp” the committee decisions without considering the
issues as a whole body. In addition, members may feel less accountable for the actions of the board
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and may find reasons to not prepare for board meetings because “someone else will know what is
going on.”

Proponents of small boards argue that decision making is clearer and less confusing with fewer
people. Smaller numbers of people can also create a greater sense of camaraderie as well as
efficiency. However, the membership of small boards may lack the diversity needed to effectively
represent the board’s constituency. In addition, if there is a lot of work to do and only a few
people to accomplish it, board member turnover may be an issue (Duca, 1998). One suggestion by
Schroeder (1998) is to look at the board size of similar organizations, not necessarily the history
that has dictated the size of your own.

As in the overall structure of the board, there is no magic number that boards can pull out of a hat
to tell them how to optimize their work. In addition to considering the points suggested in this
section, it will be important to compare the work that is critical and essential to the board with the
number of people board organizers are planning to recruit. Again, the number of directors that
makes sense for individual boards will strive to incorporate the characteristics that are unique to
them.

Defining the Committees

Establishing committees is one of the main strategies boards use to accomplish their work.
Assessment typically enters the world of committees when a board is attempting to match new
members with an appropriate committee; or, when evaluating the work of the committee. A self-
assessment that documents the interests and experience of board members can provide an excellent
tool for assisting the person/s in charge of committee assignments. In addition, a team evaluation
or program evaluation is a good way to look at committee process and outcomes (see chapter 6,
Taking Inventory: Part I1)). In terms of the individuals serving on committees, personal
assessments of their development can be used when the committee structure is established to not
only advance the board’s work, but also to serve as opportunities for members to try out positions
of responsibility and leadership.

Clearly, committees are powerful elements of a board’s structure. Used wisely they can assist the
full board in making excellent decisions, completing work, and in providing training grounds for
up and coming leadership. In Slesinger and Moyers’ (1995) survey for the National Center for
Nonprofit Boards, they discovered that on average, nonprofit boards have 6.6 standing committees
each. The most popular types of committees, according to the survey, were executive,
finance/budget, nominating, development/fundraising, program and long-range planning.
Organizing a board by creating standing committees that fit these descriptions would be termed a
“traditional” type of organization by Taylor, Chait & Holland (1996). In their “new work” model,
boards would organize their committees by prioritizing their work, and creating temporary
committees that directly fit the work needs.

In his “governance-theory” board model, Carver (1997) offers a third option for committee
organization. The “governance-theory” structure stresses that the board’s primary work should be
done as a holistic body. Specifically, Carver believes that dividing work through the use of
committees can take away from the effectiveness of the board. He suggests starting with no
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committees and then only adding them if really necessary. The main function of committees in
Carver’s view is to help the board review policy and make more fully informed decisions before
choosing a course of action. Thus, the tasks of committees are to focus on areas of policy related
to goals, executive limitations and board processes rather than to perform administrative functions.

Similar to the “new work” theory, Robinson (2001) encourages board planners to drop traditional
committee structures and start from scratch each year. Her functional committee structure begins
with asking the question: “Why should the committee exist and what will it do?” This is altogether
different than asking, “What does the finance committee need to do this year?” The distinction is
that this structure defines the committee by describing what the board needs from the committee,
not what the committee needs to do to keep itself useful to the group. This committee organization
strategy also begins with assessment in mind. If a committee does not have a specific, measurable
charge, then it is not formed.

In a final note on organizing committees, Schroeder warns that they can become “mini-boards” in
and of themselves that are isolated from other board members and board processes. He suggests
that in the organization of the board structure, the bylaws place some limits on the authority of
committees. These limits should not only keep the committees from abusing their own authority,
but also encourage them to have an educational function and to make full use of the talents of the
whole board.

Regardless of whether a board chooses to structure its work through “traditional” committees,
“new work” committees, the Carver Governance model, or other creative solutions, evaluation will
play a key role in monitoring the success of any subcomponents of the overall board. Newer board
structure models, such as those described above, build in evaluation from the start. Those boards
implementing a traditional structure may want to revise their committee organization to maximize
and enhance their assessment capabilities. All committees will have goals to achieve. Assessing
the processes that carry them toward those goals and the outcomes that follow afterwards is
essential to the success of the committee and, ultimately, the board and organization.

Much of the decision-making work of many nonprofit boards is managed through committees.
Committees can serve as an important mechanism for actively involving all board members in the
agency's work, and for board leadership to emerge.

Do all Boards need Committees?

Most boards have committees because smaller groups can work more efficiently and less formally.
(The number of committees should be limited so that individual workloads can be kept
manageable: if board members sit on two or three committees, their time is spread too thin for the
committees to be effective.) Committees can play a helpful role in building teamwork among
larger boards. While they require more administrative management from the staff and board
president, they also divvy up tasks and expertise efficiently.

Increasingly, some boards choose not to have any committees at all. In some cases, work can be

more efficiently performed by individual board members working directly with staff (such as the
treasurer working directly with staff on financial affairs). In other cases, an ad hoc committee or
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task force is formed to complete a particular task within a few months. Many board members feel
more comfortable signing on to a temporary, ad hoc committee than to a permanent standing
committee. In addition, assigning responsibilities to individuals rather than to committees may
result in fewer meetings and more efficient work.

What is a Board Committee supposed to do?

The role of a board committee can be to prepare recommendations for the board, to decide that a
matter doesn't need to be addressed by the full board, to advise staff or, in some cases, to take on a
significant project. For example, a detailed review of the cash flow situation may take place on the
finance committee, which then recommends to the board that a line of credit be established.
Although the full board is responsible for the decision they make, board members rely on the
diligence and thoughtfulness of the finance committee in making the recommendation. In another
example, the fundraising committee will develop a fundraising strategy which is brought to the
board for approval. Anyone on the board can object, and the board can still reject the plan or ask
the committee to revise it. Over time, committees gain the confidence of the board by doing their
work well.

Can People Other than Board Members Serve on Committees?

In some organizations, board committees are comprised only of board members. In other
organizations, committees have both board members and non-board members. For example, a
Latino organization may have a site relocation committee comprised equally of board members
(who are all Latino) and non-board members (some of whom are Latino and some of whom are
not). Having non-board members on committees invites specialized expertise from people who
may not have time to serve.

What are the Various Types of Committees?

It goes without saying that there is no one-size-fits-all committee list for boards, or what the
responsibilities or activities should be for each committee. The following descriptions are intended
to portray various functions that are often conducted by board committees. Note that the following
lists are not intended to suggest that all of these committees exist within one organization; it is
ultimately up to the organization to determine which committees should exist and what they should
do for that organization. Committees and their assignments are often specified in the bylaws.

Principles to Guide Formation of Committees

1. Establish committees when it's apparent that issues are too complex and/or numerous to be
handled by the entire board.

2. For ongoing, major activities, establish standing committees; for short-term activities, establish

ad hoc committees that cease when the activities are completed. Standing committees should

be included in the bylaws.

Committees recommend policy for approval by the entire board.

Committees make full use of board members' expertise, time and commitment, and ensure

diversity of opinions on the board.

P w
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5.

6.

They do not supplant responsibility of each board member; they operate at the board level and
not the staff level.

Committees may meet monthly (this is typical to new organizations, with working boards),
every two months, or every three months; if meetings are not held monthly, attempt to have
committees meet during the months between full board meetings.

Minutes should be recorded for all board meetings and for executive committee meetings if the
bylaws indicate the executive committee can make decisions in place of the board when
needed.

Developing Committees

1.

2.
3.
4

Ensure the committee has a specific charge or set of tasks to address, and ensure board
members understand the committee's charge

Have at least two board members on each committee, preferably three

Don't have a member on more than two committees

In each board meeting, have each committee chair report the committee's work since the past
board meeting

Consider having non-board volunteers as members of the committee (mostly common to
nonprofits)

Consider having a relevant staff member as a member of the committee

Committee chairs are often appointed by the board chair; consider asking committees members
to volunteer to chair

If committee work is regularly effective, and the executive committee has a strong relationship
with the chief executive, consider having board meetings every other month and committee
meetings in months between the board meetings

The chief executive should serve ex officio to the board and any relevant committees (some
organizations might consider placing the chief executive as a member of the board—this
decision should be made very carefully)

Should a nonprofit board have an executive committee?

A governing board may form an executive committee to act on its behalf when a full board
meeting is not possible or necessary. An executive committee can be an efficient tool, but not
every board needs one. An executive committee should never replace the full board.

Here are some situations that might warrant using an executive committee:

» You have a large board. A smaller group authorized to act on its behalf in certain
circumstances can speed up decision-making.

 Your board members are scattered all over the country. It is easier for a core group to get
together during an emergency.

 Your board regularly needs to take action or make frequent decisions. Certain financial and
legal matters do not require full board meetings. When necessary, an executive committee can
efficiently move things forward.

It is important to remember that, even though an executive committee may be granted special
powers in the bylaws, the full board should always validate the decision in its next meeting.
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Potential Standing Committees

The following descriptions are intended to portray various functions often conducted by standing
board committees; for example, committees that exist year round (RulesOnline, 2003). As
mentioned previously, note that the following list is not intended to suggest that all of these
committees should exist; it's ultimately up to the organization to determine which committees
should exist and what they should do.

Potential Standing
Committees

Their Typical Roles

Board Development

Ensure effective board processes, structures and roles, including retreat
planning, committee development, and board evaluation; sometimes
includes role of nominating committee, such as keeping list of potential
board members, orientation and training

Evaluation

Ensures sound evaluation of products/services/programs, including
outcomes, goals, data, analysis and resulting adjustments

Executive

Oversee operations of the board; often acts on behalf of the board during
on-demand activities that occur between meetings, and these acts are later
presented for full board review; comprised of board chair, other officers
and/or committee chairs (or sometimes just the officers, although this
might be too small); often performs evaluation of chief executive

Finance

Oversees development of the budget; ensures accurate
tracking/monitoring/accountability for funds; ensures adequate financial
controls; often led by the board treasurer; reviews major grants and
associated terms

Fundraising

Oversees development and implementation of the fundraising plan;
identifies and solicits funds from external sources of support, working
with the development officer if available; sometimes called development
committee

Marketing

Oversees development and implementation of the marketing plan,
including identifying potential markets, their needs, how to meet those
needs with products/services/programs, and how to promote/sell the
programs

Personnel

Guides development, review and authorization of personnel policies and
procedures; sometimes leads evaluation of the chief Executive;
sometimes assists chief executive with leadership and management
matters

Product / Program
Development

Guides development of service delivery mechanisms; may include
evaluation of the services; link between the board and the staff on
program's activities

Promotions and Sales

Promotes organization's services to the community, including generating

fees for those services
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Potential Standing

Committees Their Typical Roles

Represents the organization to the community; enhances the

Public Relations . . . S .
organization's image, including communications with the press
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Potential Ad Hoc Committees

The following descriptions are intended to portray various functions often conducted by ad hoc
board committees; for instance, committees that exist to accomplish a goal and then cease to exist.
Note that the following list is not intended to suggest that all of these committees should exist; it's
ultimately up to the organization to determine which committees should exist and what they should
do (RulesOnline, 2003).

Potential Ad Hoc

Committees Their Typical Roles

Plans and supports audit of major functions, such as finances,
programs or organization

Plans and coordinates major fundraising event; sometimes a
subcommittee of the fundraising committee

Develops and applies guidelines for ensuring ethical behavior and
resolving ethical conflicts

Plans and coordinates major events, such as fundraising
Events (or Programs) (nonprofits), teambuilding or planning; sometimes a subcommittee
of the fundraising committee

Identifies needed board member skills, suggests potential members
Nominations and orients new members; sometimes a subcommittee of the board
development committee

Conducts specific research and/or data gathering to make decisions
about a current major function in the organization

Audit

Campaign (nonprofit)

|Ethics

Research

Forming a Nonprofit Organization: A Checklist

While the first half of the chapter focused on the structure of the board, the second half emphasizes
board operations or how that structure carries out the work that is to be done. Actually doing the
work is also guided by articles of incorporation and bylaws as well as board policies and what
model of board governance is chosen. Most of the boards using this notebook will have already
formed their organization. This section will be most useful to the newly forming organization.
However, it is also an important guide for seasoned boards so that they may check on the progress
they have made. Keep in mind that anything less than 100% compliance on the checklist below
suggests more work is needed! Every nonprofit organization must have a carefully developed
structure and operating procedures in order to be effective at fulfilling its purpose. Good
governance starts with helping the organization begin on a sound legal and financial footing in
compliance with the numerous federal, state, and local requirements affecting nonprofits.

v Determine the purpose of the organization. Every organization should have a written

statement that expresses its reason for being. Resources: Board members, potential clients
and constituents.
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v Form a board of directors. The initial board will help translate the ideas behind the
organization into reality through planning and fund-raising. As the organization matures, the
nature and composition of its board will also change.

v File articles of incorporation (see sample). Not all nonprofits are incorporated. For those
that do wish to incorporate, the requirements for forming and operating a nonprofit
corporation are governed by state law. Resources: Your secretary of state or state attorney
general's office.

v Draft bylaws. Bylaws — the operating rules of the organization should be drafted and
approved by the board early in the organization's development. Resources: An attorney
experienced in nonprofit law.

v Develop a strategic plan. The strategic planning process helps boards express a vision of the
organization's potential. Outline the steps necessary to work toward that potential, and
determine the staffing needed to implement the plan. Establish program and operational
priorities for at least one year. Resources: Board members; planning and management
consultant.

v Develop a budget and resource development plan. Financial oversight and resource
development (for example, fundraising, earned income, and membership) are critical board
responsibilities. The resources needed to carry out the strategic plan must be described in a
budget and financial plan. Resources: financial consultant.

v Establish a record keeping system for the organization's official records. Corporate
documents, board meeting minutes, financial reports, and other official records must be
preserved for the life of the organization. Resources: Your secretary of state or state attorney
general's office.

v Establish an accounting system. Responsible stewardship of the organization's finances
requires the establishment of an accounting system that meets both current and anticipated
needs. Resources: Certified public accountant experienced in nonprofit accounting.

v File for an Internal Revenue Service determination of federal tax exempt status.
Nonprofit corporations with charitable, educational, scientific, religious, or cultural purposes
have tax exempt status under section 501(c)(3) — or sometimes section 501(c)(4) — of the
Internal Revenue Code. To apply for recognition of tax exempt status, obtain form 1023
(application) and publication 557 (detailed instructions) from the local Internal Revenue
Service office. The application is an important legal document, so it is advisable to seek the
assistance of an experienced attorney when preparing it. Resources: Your local IRS office, an
attorney.

v File for state and local tax exemptions. In accordance with state, county, and municipal
law, apply for exemption from income, sales, and property taxes. Resources: State, county, or
municipal department of revenue.

v Meet the requirements of state, county, and municipal charitable solicitation laws.
Many states and local jurisdictions regulate organizations that solicit funds within that state,
county, or city. Usually compliance involves obtaining a permit or license and then filing an
annual report and financial statement. Resources: state attorney general's office, state
department of commerce, state or local department of revenue, or county or municipal clerk’s
office.

Other steps
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While not always required, most of the following steps may also apply to organizations: (1) obtain
an employer identification number from the IRS; (2) register with the state unemployment
insurance bureau; (3) apply for a nonprofit mailing permit from the U.S. Postal Service; and (4)
obtain directors' and officers' liability insurance
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Articles of Incorporation and Bylaws

For boards that are just forming, sample articles and bylaws are included at the end of this chapter.
Articles of incorporation are legal documents required by both the Secretary of State in most states
and the Internal Revenue Service. The articles of incorporation will be critical in establishing the
legal standing of the board and in qualifying for non-profit status. According to BoardSource,
bylaws are the legal operating guidelines for a board. They should contain the rules of an
organization that relate mainly to itself, and how it functions, rather than containing rules of
parliamentary procedure. Except rules relating to business procedure, bylaws cannot be suspended
unless they expressly provide for their suspension. However, bylaws in the nature of rules of order
may be suspended by a two-thirds vote. The bylaws themselves should outline amendment
procedures.

Most of the board members using this notebook will already have a set of bylaws. For that reason,
this section will focus on amending your bylaws. If, however, you are part of a newly formed
group, a sample set of bylaws is included at the end of this chapter.

Boards often have to amend or revise their bylaws. Often the change reflects the growth and
maturity of the organization and the board. At other times, changes in existing state and federal
laws or changes in purpose of the organization will lead to amendments and revisions. It is
important to clarify whether one wants to “amend” the bylaws or “revise” them. The word
“amend” covers any change, whether a word or a paragraph is to be added, struck-out, or replaced
or whether a new set of articles is to be substituted for the old one. Extensive changes to the
bylaws in which many sections have to be changed are considered a revision.

Guidelines to Amending or Revising Bylaws

Step 1: Refer to existing bylaws document.

An existing document should describe the procedure for making amendments such as: Who can
offer amendments? What are the rules for doing so (such as, during new business at a regular
meeting or only as part of a committee recommendation)? When and how is the membership to be
notified? How will the amendments be approved (for example, 2/3 vote of board or majority of
entire membership)? If no provisions for amending bylaws are made in the existing bylaws, then
the bylaws may be amended at any business meeting by a 2/3 vote, providing that previous notice
has been given.

Step 2: Appoint a Special Bylaws Committee.

If the ideas for amending bylaws would lead to substantial changes, select a special group to take
responsibility to study, review and report to the members. Set a date and time for the consideration
of their work and conduct hearings on their proposal.

Step 3: Publish the Proposed Amendments.

Every board member should have a copy that shows the original bylaw or bylaws affected, the
proposed additions or changes, and an explanation. The explanation should include pros and cons
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or possible impact. The amendments should be written so they fit directly into the existing
document.

Step 4: Consider the Proposal.

Chairperson of the bylaws committee reads the amendment(s) and moves for adoption.
Amendments to the proposed amendments may be taken from the floor without notice but must be
passed with a two-thirds vote.

Step 5: Vote.

Amendments may be approved by two-thirds with prior notice or by majority of entire
membership without notice, unless the existing bylaws state otherwise. If approved, the
amendments are effective immediately unless provisions are made otherwise.

Step 6: Test for Amendments. If the answer to any of the following is “yes”, reconsider the need
to amend.

« Does it violate members' rights?

Are they really necessary

Is it consistent with the original charter, constitution or bylaws document?
Is it consistent with general law?

Is it reasonable?

Is it practical?

Can it be obeyed?

Models of Board Governance

Principles of board governance provide overall direction to an organization. It includes all of the
activities—such as visioning, strategic planning, policy development, and evaluation—that a board
uses to fulfill its responsibilities and do its work.

Here are five models that describe a variety of ways boards may choose to structure themselves
and operationalize their work. The models differ in the:

« actual work board members do themselves;
« way decisions are made; and
« the relationship between board members and staff.

They can be placed along a continuum, from the least amount of involvement of the board in day-
to-day operations to the most involvement. Many variations along the continuum are possible.

Policy Governance Policy Issues Oriented Working Collective

&
<«

Least board involvement Most board involvement

v
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Policy Governance Board

Emphasis in this model is on what John Carver (1997) sees as the main purpose of the
board—policy development. The board sets and describes the limits of the Chief
Executive Officer's (CEO) responsibilities. The CEO directs the staff. The staff does all
the work. There is a very clear separation of roles between board, the CEO and the staff.
The board acts as a whole and speaks with one voice. Board committees, if any, help the
process of governance, not management. The board governs to achieve ends; the staff
manages by working on means.

Ideal conditions for implementing:
o Experienced CEO has the trust of the board and is supported by competent staff.
e The board is committed to the policy governance approach.
« Board members are conceptual thinkers who enjoy visioning and planning.
« The organization is stable with no major crisis looming a large, complex organization with
enough resources to hire an appropriate CEO.

Policy Board

A traditional model, in which the board makes policy to direct staff, a staff is hired to implement
the policy and do the work. The board has a chair or president, an executive committee and a
limited number of working committees. The executive committee has the authority to do a lot of
the board work between meetings. Committees report to the board and together with staff do the
work. A partnership is developed between the board president and executive director to lead and
manage the organization. There is a hierarchy in both board and staff.

Ideal conditions for implementing:
« The organization is large with a range of programs and services.
« There is a skilled executive director.
« Board members have the skills and interest to set policy.
» Board members are willing and able to take a lead role in board committee functions.

Issues Oriented Board

Structure of the board reflects the organization’s strategic priorities and may change
yearly. Committees or task forces are formed to deal proactively with emerging issues.
Therefore, this type of governance means boards will shift on the continuum as situations

change and evolve.

Board members and staff are partners in policy setting and implementation. Together they
determine important issues and strategic directions, identify critical indicators of success,
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set and implement policy, and carry out committee work. The best people for the job,
regardless of protocol, are recruited for the task at hand. There is open communication
between stakeholders, board members, staff and industry experts. The board recruits
team members, cultivates group norms and builds on the collective capabilities of its
members.

Ideal conditions for implementing:

« Board members and staff are team players who work collaboratively in a climate of trust.
The organization is change friendly.
Board and staff have a combination of conceptual, management and operational skills.
The problem-solving model is used to identify issues and take action.
Flexibility and creativity are built in.
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Working or Administrative Board

In this model, board members assume all the functions of the organization—governance,
management and operations. Board members often volunteer in the direct service delivery and
administration of the organization. Work is done in committees. If there are resources to hire staff,
the staff is often few in number; they may be part-time or they are paid an honorarium instead of a
salary.

Ideal conditions for implementing:
« The organization is small in either membership or available resources.
« Board members have a combination of management and operational skills.
« There is a strong board committee structure with clear lines of communication and terms of
reference.
« Board members are able to volunteer a significant amount of time.

Collective Board

A collective is a group of like-minded people working towards a specific goal. Individual
members take responsibility for defining and supporting the philosophy of the
organization. They are also committed to achieving the organization’s goals and providing
services. Consensus decision-making is a key characteristic. Board and staff members (if
any) work together on governance, management and operations, often rotating various
responsibilities.

Ideal conditions for implementing:
« The organization is small.
There is a high level of agreement about and commitment to the value of the organization.
Teamwork is valued.
All individuals are willing to do their part to carry out the work of the organization.
There is a high commitment to one another as individuals.

Developing Policies

According to Board Source, one of the primary functions of a board is to establish policies.
Policies can be defined as guidelines rather than an instruction manual. There are different kinds of
policies described in the section above on models of governance. Policies vary in how general or
specific they may appear. Boards should focus on more general policies or polices that govern only
board operations and leave specific operational policies to the staff. Before a board begins to
develop policies, it should have a clear picture of how policies relate to the rest of the organization.
The following diagram shows one view of that relationship.
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1. Operations - is doing it! It is the quality or state of
being functional. It is carrying out the work to be
done, the activities, services and programs of the
organization.

2. The management of that work. Management is
ensuring adequate and appropriate human and
financial resources for the organization to do the work.
This is accomplished through ensuring the financial
health of the organization and providing direction to
the chief executive. Successful management will be
contingent on everyone understanding roles and
responsibilities and what is required to get the job
done.

3. The establishment of policy to guide 1 and 2. One thing
is clear: boards have responsibility for making policy.
Setting policy is establishing the rules of the game. Policies
provide ways to achieve ends. This is a mandatory role for
boards. Sometimes policy statements are followed by
procedural instructions.

Writing good policies requires more art than science. If the board stays focused on general policies
and policies specific to the operations of the board, then board member knowledge and experience
will be helpful. If, on the other hand, the board attempts to write operational policy, they will need
extensive research and assistance from the staff. Provided below are some examples of policies to

assist members in forming policies to meet specific board needs:

The policy to govern purchase authority could be expressed as:
Expenses approved in the budget do not need to be re-approved by Finance or Executive
committees at the time the purchase is made. (Compliance with other Council policies is
required.) (Jan 1997)

Or, a policy to establish expectations for meetings could be expressed as:
All meetings shall be conducted in a smoke-free environment (April 1995).
Or, closed session meetings will be confined to matters concerning personnel issues
including the assessment, rewarding, or disciplining of individuals, or to the discussion of
relationships with other corporate bodies (Dec 1997).
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Often, just stating the policy may not be enough. Policies often need a description of procedures to
support the policy. Using the example of a policy of closed meetings described above, a sample
procedure would be: ““A motion is required to move into a closed session. This motion can be
debated before it is put to a vote. The motion to close a meeting requires a three-fourths majority.
Closed meetings should be regarded as an unusual occurrence rather than a regular procedure.”

Clear policy statements that are written down and dated prevent wide interpretation and the
potential for miscommunication. All boards need clear inclusive policies that are explicit,
current, literal, centrally available, brief and encompassing.

Some of the areas where boards will find policies helpful include:

e Staff management. Ensure legal compliance with employment legislation, workplace safety
regulations, and review its employment arrangements regularly to ensure they comply with
good practice. Ensure staffs are provided with job descriptions, orientation, management,
training, performance appraisals, and recruitment practices.

e Structure and working relationship between the board and staff. Describe expectations
for communications between board and staff. Assign and describe board and staff
“partnerships for key committees or board activities. Identify critical areas—such as conflicts
among staff or performance issues—that the board will discuss only with staff.

e Volunteer Management. Give volunteers a clear statement of the tasks and activities, even
developing job descriptions or volunteer agreements. Provide codes of ethical conduct.
Describe requirements for adequate orientation and training. Identify critical components of
board recruitment and selection. Establish explicit procedures for reimbursements and
expenses.

Overall, clear, effective communication of policies and procedures is critical to board operations. It
is important to understand that significant differences exist between the policy, management and
operations functions. Board policies should not cover everything done by the organization, its staff
and its board. To do so would both be a daunting task, would limit the leadership of the executive
director and key staff leaders, and would remove flexibility.

Legal Considerations for Individual Board Members
How do board members safeguard against conflict of interest?
When the personal or professional concerns of a board member or a staff member affect his or her

ability to put the welfare of the organization before personal benefit, conflict of interest exists.
Nonprofit board members are likely to be affiliated with many organizations in their communities,
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both on a professional and a personal basis, so it is not unusual for actual or potential conflict of
interest to arise.

Why must board members be concerned about conflict of interest?

Board service in the nonprofit sector carries with it important ethical obligations. Nonprofits serve
the broad public good, and when board members fail to exercise reasonable care in their oversight
of the organization, they are not living up to their public trust. In addition, board members have a
legal responsibility to assure the prudent management of an organization's resources. In fact, they
may be held liable for the organization's actions. A 1974 court decision known as the "Sibley
Hospital case" set a precedent by confirming that board members can be held legally liable for
conflict of interest because it constitutes a breach of their fiduciary responsibility.

Does conflict of interest involve only financial accountability?

No. Conflict of interest relates broadly to ethical behavior, which includes not just legal issues but
considerations in every aspect of governance. A statement by Independent Sector describes three
levels of ethical behavior: 1) obeying the law, 2) decisions where the right action is clear, but one
is tempted to take a different course, and 3) decisions that require a choice among competing
options. The third level of behavior can pose especially difficult ethical dilemmas for nonprofit
board members.

What can | do to prevent conflict of interest situations?

Self-monitoring is the best preventative measure. Institute a system of checks and balances to
circumvent actual or potential conflict of interest, beginning with well defined operating policies
on all matters that might lead to conflict. Most important, create a carefully written conflict of
interest policy based on the needs and circumstances of the organization. Ask each board and staff
member to agree in writing to uphold the policy. A conflict of interest policy should be reviewed
regularly as part of board self-assessment (see chapter 6 for more information on assessments).

What should be included in a conflict of interest policy?
A policy on conflict of interest has three essential elements:
1. Full Disclosure. Board members and staff members in decision-making roles
should make known their connections with groups doing business with the organization.
This information should be provided annually.
2. Board member abstention from discussion and voting. Board members
who have an actual or potential conflict of interest should not participate in discussions or

vote on matters affecting transactions between the organization and the other group.

3. Staff member abstention from decision making. Staff members who have
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an actual or potential conflict should not be substantively involved in decision making
affecting such transactions. For a sample conflict of interest policy and disclosure form,
see the BoardSource booklet, Managing Conflicts of Interest.

What are some examples of actual and potential conflict of interest?

Organization policy requires competitive bidding on purchases of more than $1,000, but a
printing firm owned by a board member's spouse receives the $25,000 contract for the
annual report and no other bids are solicited.

A board member serves on two boards in the community and finds him or herself in the
position of approaching the same donors on behalf of both organizations.

A staff member receives an honorarium for conducting a workshop for another group in the
organization's field of interest.

Should an organization contract with a board member for professional services, such as legal
counsel or accounting?

Attorneys, accountants, and other professionals can contribute valuable expertise to a board. Due
to the potential for conflict of interest, their contributions should be voluntary. At the very least, a
board member who is associated with a firm competing for a contract should abstain from
discussion and voting in the selection process. If a competitive bidding process results in the
selection of that board member's firm, he or she should disclose the affiliation and abstain from
voting on future board actions connected with that firm's contract with the organization.

Boards and staff of organizations may look to several different documents when determining their
responsibilities. These may include:

Government Legislation - Acts of Incorporation (Corporations Act for most
organizations), Income Tax Act (for charities), or other legislation which may be specific to
certain organizations. Specific rules for the conduct of organizations are included in these
Acts.

Articles of Incorporation or Letters Patent is a document created as part of the process of
incorporation. It defines the legal name, the corporate address and the objects of the
organization, among other things.

Constitution and Bylaws of the organization may list some of the same things found in the
Letters Patent (name, objectives) but also outlines a set of rules by which the members of
the organization have agreed to conduct their business. The level of detail contained in the
bylaws varies from organization to organization. Bylaws should be reviewed and updated
regularly.
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Policies and Procedures provide a more detailed guide for how the organization and the
board of directors and staff will conduct day to day business. Policies and procedures
should also be reviewed and updated on a regular basis.

The guiding documents listed above spell out many specific legal responsibilities for boards. In
addition to these, boards of organizations and staff should consider a more general legal
framework expressed as duties of individual board members and staff. Failure to do so will
increase the potential liability of boards in the eyes of the law.

Fiduciary Duties — The leadership of boards is expected to act in good faith, that is, to act
in an impartial manner putting the interests of the organization before their personal
interests. Boards are expected to reveal any conflicts of interest and to refrain from
involvement in decision making when they are in a conflict of interest.

Duties of Care and Skill — Boards are expected to make prudent or reasonable decisions
given the circumstances and the knowledge that they have. This duty takes into
consideration the skills and knowledge that a board member brings to the job. A lawyer or
an accountant could be held to a higher standard of care than another director with less skill
and/or experience.

Law Abiding — Boards are expected to be truthful and lawful in their actions

Due Diligence — Board members are expected to make themselves familiar with board
activities by attending meetings; reading minutes, correspondence, and other materials
provided; and making reasonable inquiries into the affairs of the organization.

Duty of Continuance — Board members may be deemed to have responsibility even after
resigning from a board if it is found that they had knowledge of potential liabilities and
neglected to do anything about them.

Summary

Developing boards is a challenging, yet rewarding process, not only for individual members, but also for the
organization and community that they represent. Understanding how boards operate through the help of
mechanisms like operating polices, bylaws, governance structures, legal system, and nonprofit resources,
collectively, are key to ensuring the effectiveness, viability and sustainability of all board

services.
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Exercises

Policy Scavenger Hunt

How easily can you find the policies affecting your board? Take this simple test for each of the
following policies. Place a check mark in the appropriate box that best describes where or how
you found the policy:

1. Policies for expenditures of organizational funds

In my copy of In a notebook in Had to ask staff Don’t have or
the board the office couldn’t find
notebook

2. Employment policies

In my copy of In a notebook in Had to ask staff Don’t have or
the board the office couldn’t find
notebook

3. Board meeting policies

In my copy of the In a notebook in the Had to ask staff Don’t have or
board notebook office couldn’t find

A Panliriee rovierinn ennflict nf intarect
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Mini-Case Studies

Practice applying some of the concepts in this chapter by reading the following mini-cases. Decide
what action you would take as a board member and write out a brief description. You and other
board members should compare your answers and explore why you made that choice. We have
included a reproducible format of these case studies for handouts beginning on Page 32.

SITUATION ACTION

1. The strategic plan for the organization is five
years out of date. All of the staff is strongly
lobbying to start a new planning process. The
board chair has said she is not interested in
getting involved in a “meaningless planning
activity” during her two years as chair. Two
other board members have asked why planning is
not part of the board work for the year. As a
board member, what would you do?

2. The nominations committee for your board has
four very strong candidates to fill an open board
seat. Your executive director has known all of
the candidates in many different settings and
would be able to provide a very factual, balanced
assessment of the candidates based upon a
thoughtful analysis of the needs of the board.
How do you involve the executive director?

3. Your budget has had a significant excess at the
end of every budget year for the past five years.
That typically leads to a “spend what we got left”
decision by the board in the last 30 days of each
budget year. While each of the expenditures has
been appropriate, in your opinion, they do not
support core activities of your organization. Your
financial manager has given you convincing
evidence that the board budgets too
conservatively, and he has a plan by which small
“over budget” expenses can be incurred during
the year to offset that conservative approach
without confronting the board. As the head of the
finance committee, what would you do?
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SITUATION

ACTION

4. Your organization finds itself involved in
several very complicated and drawn out conflicts
with other organizations in your area. Several
members of your board are also on the boards of
those other organizations, and you have no idea
what their perspectives are on these conflicts.
Several of the conflicts, if left unresolved, will
affect service delivery and the ability of your
organization to meet its goals. Your chair has
demonstrated an aversion to conflict, on the
board or within the organization, because it’s a
sign of an “unhealthy organization.” As a board
member, what would you do?

5. The board has conducted a very thorough
analysis of the performance of your organization.
There are real problems with quality and with the
handling of your services by your staff. Your
staff has shown every possible intention of
addressing those problems and fixing them in the
next six months. Most of the problems have been
contained among small pockets of your clients,
and there is little public exposure. Several key
staff have come to you to restate their
commitment to fix the problems and have asked
you not to “embarrass them in front of a board;”
they feel the board will seize this opportunity to
“micro manage the organization.” Some of the
problem areas also showed up in a review three
years ago. As chair of the personnel committee
of the board, what would you do?
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SITUATION ACTION

6. The board is inexperienced, does not appear
committed to doing work you think is important
for the board to do, and use the board meetings
mostly for a social gathering. At the same time,
they leave the executive director alone, making
few, if any, suggestions on policy, planning and
financial matters. The staff knows of the
situation, and all of them have learned how to
make board meetings “light and lively.” They
then turn to you, as the chair of the board, for the
real leadership. By all internal measures, your
organization is successful. As the board chair,
what would you do?

Sample Bylaws
BYLAWS OF [NAME], A NOT-FOR-PROFIT CORPORATION

ARTICLE I: ORGANIZATION
1. The name of the organization shall be [NAME].
2. The organization shall have a seal which shall be in the following form: [DESCRIBE]
3. The organization may at its pleasure by a vote of the membership body change its name.

ARTICLE Il: PURPOSES
The following are the purposes for which this organization has been organized: [DESCRIBE]

ARTICLE Illl: MEMBERSHIP
Membership in this organization shall be open to all who [DESCRIBE].

ARTICLE IV: MEETINGS
The annual membership meeting of this organization shall be held on the day of
[MONTH] each and every year except if such day be a legal holiday, then and in that event, the
Board of Directors shall fix the day but it shall not be more than two weeks from the date fixed by
these Bylaws.

The Secretary shall cause to be mailed to every member in good standing at his address as it
appears in the membership roll book in this organization a notice telling the time and place of such
annual meeting.

Regular meetings of this organization shall be held [LOCATION].
The presence of not less than ( %) percent of the members shall constitute a

quorum and shall be necessary to conduct the business of this organization; but a lesser percentage
may adjourn the meeting for a period of not more than weeks from the date scheduled
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by these Bylaws and the secretary shall cause a notice of this scheduled meeting to be sent to all
those members who were not present at the meeting originally called. A quorum as herein before
set forth shall be required at any adjourned meeting.

Special meetings of this organization may be called by the president when he deems it for the best
interest of the organization. Notices of such meeting shall be mailed to all members at their
addresses as they appear in the membership roll book at least ten (10) days before the scheduled
date set for such special meeting. Such notice shall state the reasons that such meeting has been
called, the business to be transacted at such meeting and by whom it was called. At the request of

( %) percent of the members of the Board of Directors or (

%) percent of the members of the organization, the president shall cause a special meeting to

be called but such request must be made in writing at least ten (10) days before the requested
scheduled date.

No other business but that specified in the notice may be transacted at such special meeting
without the unanimous consent of all present at such meeting.

ARTICLE V: VOTING
At all meetings, except for the election of officers and directors, all votes shall be by voice. For
election of officers, ballots shall be provided and there shall not appear any place on such ballot
that might tend to indicate the person who cast such ballot.

At any regular or special meeting, if a majority so requires, any question may be voted upon in the
manner and style provided for election of officers and directors. At all votes by ballot the chairman
of such meeting shall, prior to the commencement of balloting, appoint a committee of three who
shall act as "Inspectors of Election” and who shall, at the conclusion of such balloting, certify in
writing to the Chairman the results and the certified copy shall be physically affixed in the minute
book to the minutes of that meeting.

No inspector of election shall be a candidate for office or shall be personally interested in the
question voted upon.

ARTICLE VI.: ORDER OF BUSINESS
Roll Call.
Reading of the Minutes of the preceding meeting.
Reports of Committees.
Reports of Officers.
Old and Unfinished Business.
New Business.
Adjournments.

NogkrwdpE

ARTICLE VIl: BOARD OF DIRECTORS
The business of this organization shall be managed by a Board of Directors consisting of [#]
members, together with the officers of this organization. At least one of the directors elected shall
be a resident of the State of and a citizen of the United States.
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The directors to be chosen for the ensuing year shall be chosen at the annual meeting of this
organization in the same manner and style as the officers of this organization and they shall serve
for a term of years.

The Board of Directors shall have the control and management of the affairs and business of this
organization. Such Board of Directors shall only act in the name of the organization when it shall
be regularly convened by its chairman after due notice to all the directors of such meeting.

( %) percent of the members of the Board of Directors shall constitute a
quorum and the meetings of the Board of Directors shall be held regularly on the [DATE].

Each director shall have one vote and such voting may not be done by proxy.

The Board of Directors may make such rules and regulations covering its meetings as it may in its
discretion determine necessary.

Vacancies in the Board of Directors shall be filled by a vote of the majority of the remaining
members of the Board of Directors for the balance of the year.

The President of the organization by virtue of his office shall be Chairman of the Board of
Directors.

The Board of Directors shall select from one of their members a secretary.

A director may be removed when sufficient cause exists for such removal. The Board of Directors
may entertain charges against any director. A director may be represented by counsel upon any
removal hearing. The Board of Directors shall adopt such rules for this hearing as it may in its
discretion consider necessary for the best interests of the organization.

ARTICLE VIII: OFFICERS
The initial officers of the organization shall be as follows:
President:
Vice President:
Secretary:
Treasurer:

The President shall preside at all membership meetings.

e S/He shall by virtue of his office be Chairman of the Board of Directors.

e S/He shall present at each annual meeting of the organization an annual report of the work
of the organization.
S/He shall appoint all committees, temporary or permanent.
S/He shall see all books, reports and certificates required by law are properly kept or filed.
S/He shall be one of the officers who may sign the checks or drafts of the organization.
S/He shall have such powers as may be reasonably construed as belonging to the chief
executive of any organization.
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The Vice President shall in the event of the absence or inability of the President to exercise his
office become acting president of the organization with all the rights, privileges and powers as if
he had been the duly elected president.

The Secretary shall keep the minutes and records of the organization in appropriate books.

o It shall be her/his duty to file any certificate required by any statute, federal or state.

e S/He shall give and serve all notices to members of this organization.

e S/He shall be the official custodian of the records and seal of this organization.

e S/He may be one of the officers required to sign the checks and drafts of the organization.

e S/He shall present to the membership at any meetings any communication addressed to him
as Secretary of the organization.

e S/He shall submit to the Board of Directors any communications which shall be addressed
to him as Secretary of the organization.

e S/He shall attend to all correspondence of the organization and shall exercise all duties
incident to the office of Secretary.

The Treasurer shall have the care and custody of all monies belonging to the organization and
shall be solely responsible for such monies or securities of the organization. He shall cause to be
deposited in a regular business bank or trust company a sum not exceeding $ and the
balance of the funds of the organization shall be deposited in a savings bank except that the Board
of Directors may cause such funds to be invested in such investments as shall be legal for a non-
profit corporation in this state.

e S/He must be one of the officers who shall sign checks or drafts of the organization. No
special fund may be set aside that shall make it unnecessary for the Treasurer to sign the
checks issued upon it.

e S/He shall render at stated periods as the Board of Directors shall determine a written
account of the finances of the organization and such report shall be physically affixed to the
minutes of the Board of Directors of such meeting.

e S/He shall exercise all duties incident to the office of Treasurer.

Officers shall by virtue of their office be members of the Board of Directors.

No officer shall for reason of her/his office be entitled to receive any salary or
compensation, but nothing herein shall be construed to prevent an officer or director for
receiving any compensation from the organization for duties other than as a director or
officer.

ARTICLE IX: SALARIES
The Board of Directors shall hire and fix the compensation of any and all employees
which they in their discretion may determine to be necessary for the conduct of the
business of the organization.

ARTICLE X: COMMITTEES
All committees of this organization shall be appointed by the Board of Directors and their
term of office shall be for a period of one year or less if sooner terminated by the action of
the Board of Directors.
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The permanent committees shall be: [DESCRIBE]

ARTICLE XI: DUES
The dues of this organization shall be $ per annum and shall be payable on [DATE].

ARTICLE Xll: AMENDMENTS
These Bylaws may be altered, amended, repealed or added to by an affirmative vote of
not less than ( %) percent of the members.
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